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The Wonderful Reflation OR Horrendous Stagnation Trump Trade?! Take Your Guess....

Fadi Nasser - Head of Treasury Sales

The reflation trade is stronger than ever .. Long live the reflation trade!!
Up until recently, financial markets were guided by 3 basic rules:

» Do NOT fight central bankers and their all-powerful expansionary monetary policies.

» Do NOT expect a sudden surge in inflation.

» And COUNT on ultra-low bond yields in Europe and Japan to continue pushing money out of those places
and into the U.S.

In less than a month, it seems as if everyone's ideas have totally changed! Donald Trump's election as U.S.
president in early November has driven global markets to levels not seen in nearly two decades, and the
"polarization" of emerging and developed markets is all part of "Trump reflation”. Simply put - in the post-Trump
era - emerging market assets have been feeling the heat, retreating sharply in past weeks as investors/traders
increase wagers on US Federal Reserve interest-rate increases. The MSCI Emerging Markets Index of stocks has
now fallen some 5.5% since its close on November 8", the day of the U.S. election, whilst the India’s rupee,
Malaysian’s ringgit and Turkish lira have all been driven to record lows.

Nonetheless, things are looking much better across the Pacific. All four major U.S. equity benchmarks - the S&P
500 Index, the Dow Jones Industrial Average, the Nasdaq Composite Index and the Russell 2000 Index — have
climbed together to record peaks. The surge, which was helped by rallies in commodities, has taken place
simultaneously for the first time since 1999. Not only that, the USD greenback has now recorded 11 days of gains
that were its longest winning streak against the euro since the Eurozone currency was first introduced back in
1999, and US benchmark rates have surged in excess of 50 bps on steadily increasing inflation expectations,
even as European and Japanese yields remained low (there were signs that some foreign investors were
withdrawing cash from dollar-denominated government bonds even as the debt offered some of the biggest
premiums relative to German debt in more than a decade!).

Markets are simply operating under the assumption that fiscal spending in the U.S. is set to drastically increase
(big spending on roads, railways and airports + tax cuts), under Trump and a Republican-controlled Congress,
and these reflationary and supportive drivers for U.S. growth are in turn sending U.S. assets - its currency, rates
and equities - higher.

But what if the real estate tycoon preparing to take over the White House creates inflation, but no real
growth?
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Stagflation is the potential “horror scenario” that the head of fixed- income at Alfred Berg Kapital AS in Oslo says
unnerves him about President-elect Donald Trump’s policies. “| am not convinced that what Trump stands for will
create that much growth,” Morten Steinsland, who oversees $5 billion in bonds fund at the firm, said in an
interview early this week. “But | am rather convinced that it will create inflation, so that would be a terribly negative
spiral. It is not good for anything in the world.” Whilst Trump’s promises of fiscal stimulus are expected to boost
growth, his protectionist trade policies could ultimately hurt the global economy.

Those remarks were echoed by Bill Gross (previously head of PIMCO’s $ 270 billion Total Return Bond Fund and
currently portfolio manager of the Janus Unconstrained Bond Fund), who stated — in a November commentary -
that the president-elect’s plan to reduce taxes and increase infrastructure spending is unlikely to bolster economic
growth or equities. “There is no new Trump bull market in the offing,” said Gross. “Investors must drive with
caution, understanding that higher deficits resulting from lower taxes raise interest rates and inflation, which in turn
have the potential to produce lower earnings and price/earnings ratios”. In a piece he titled “Populism Takes a
Wrong Turn,” Bill Gross added that many of the policies Trump favors represent the status quo - and a Clinton
administration would have been no better. “Neither party as they now stand has bold policies beyond the reach of
K Street lobbyists,” he wrote. Gross also questioned the need for corporate tax cuts, saying that U.S. companies
are among the world’s most lightly taxed. Another popular Republican idea, the repatriation of trillions of dollars of
corporate profits held overseas, probably would not lead to more investment in America, he concluded.

Last, a quick note for all confused readers (join the club!) on the current price action in gold:

Gold investors got it right on Brexit's consequences, while misreading the aftermath for bullion of Donald Trump’s
surprise win, according to Jake Klein - an industry veteran and executive chairman at Evolution Mining Ltd., who
offered a cautionary note on the potential for inflation as the new U.S. president gets down to business. Gold has
been whipsawed in 2016 as investors responded to unexpected political developments, as well as a rate-
shy Federal Reserve in the first three quarters of the year. While bullion surged after the U.K.’s vote in June to quit
the European Union amid expectations for dislocation, it rallied only briefly, then sank, as Trump emerged
victorious this month, in a reversal of analysts’ predictions before the poll. The new U.S. leader’s policies, which
have helped spur U.S. equity markets to records, may carry risks, according to Klein. “Markets have cheered on
the Trump victory in anticipation of stimulatory economic policy in the form of reduced regulation, lower corporate
taxes and potentially trillions of dollars of fiscal stimulus through infrastructure spending,” Klein told investors at
the company’s annual general meeting. That reaction has come “without any immediate concerns around the
inflationary effect of these policies.”

Gold for immediate delivery sank to $1,171.06 this morning, the lowest since February, as investors continue
focusing on a surging dollar, record U.S. equities and the potential for upcoming US rate rises. The metal, which
peaked this year above $1,375 in July as investors contemplated Brexit, surged for a few hours as Trump was
seen winning the race, then dropped, countering predictions for sustained gains.

With Chinese demand failing to rebound and India’s gold imports already 60% lower in 2016 year-to-date, some
analyst’s project gold prices could soon be headed towards the psychological $1,000 mark (or possibly lower)!
However, with Trump’s triumph adding unpredictability to an already uncertain world, my take is that it will only be
a matter of time until global markets re-enter a risk-off environment that would be marked by higher volatility.

And once that materializes, expect gold to shine again!
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Disclaimer

It is important that you only use this report if you are the intended recipient of this report and you have satisfied yourself that
you are eligible to receive such information. This report is provided to you because you are one of our esteemed customers and have
previously shown interest in receiving the type of information contained in this report.

The Treasury and Investment Management department of Gulf International Bank B.S.C. ("GIB") have compiled the information in this
report. GIB is incorporated in the Kingdom of Bahrain and is licensed by the Central Bank of Bahrain (the "CBB") as a conventional
wholesale bank. GIB's head office is located at Al-Dowali Building, P.O. Box 1017, 3 Palace Avenue, Manama, Kingdom of Bahrain.

This report is intended for the accredited investors, as defined in the Investment Business Code of Conduct published by the CBB.
This information has not been reviewed by the CBB or any other regulatory authority in any jurisdiction and neither CBB nor any
other regulatory takes any responsibility for the correctness or accuracy for the information contained in this report.

The information contained herein is not directed at or intended for use by any person resident or located in any Jjurisdiction where
(1) the distribution of such information is contrary to the laws of such jurisdiction or (2) such distribution is prohibited without
obtaining the necessary licenses or authorizations by the relevant branch, subsidiary or affiliate office of GIB and such licenses
or authorizations have not been obtained. The recipient of such information is responsible for ensuring that this information has
not been received by it in breach of laws and regulations of any jurisdiction.

This report contains publicly available information only, which has only been complied by GIB. The information provided herein is on
"as is" and "as available" basis and without representation or warranty of any kind. GIB hereby disclaims any representation or
warranty, express or implied, as to the accuracy, timeliness, completeness, merchantability, fitness for any particular purpose or
non-infringement of any of such information. In no event shall GIB or its subsidiaries, affiliates, shareholders or their
directors, officers, employees, independent contractors, agents and representatives (collectively, "GIB Representatives") be liable
(1) for any inaccuracy, delay, loss of data, interruption in service, error or omission or for any damages resulting there from, or
(2) for any direct, indirect, incidental, special, compensatory or consequential damages arising from any use of information or
arising from any error (negligent or otherwise) or other circumstance or contingency within or outside the control of GIB or any GIB
Representative, in connection with or related to obtaining, collecting, compiling, analyzing, interpreting, communicating,
publishing or delivering any such information. The information here is, and must be construed solely as, compilation of information
(unless expressly stated otherwise) and not statements of fact as to credit worthiness or recommendations or opinions of GIB.

This report does not provide individually tailored investment advice. Any materials contained herein have no regard to the specific
investment objectives, financial situation or particular needs of any specific recipient. The document is provided for information
purposes and is not to be construed as a solicitation or an offer to buy or sell any securities or related financial instruments.
GIB makes every effort to use reliable, comprehensive information, but we do not represent that it 1is accurate or complete. No
representation or warranty, either express or implied, is provided in relation to the accuracy, completeness or reliability of the
materials, nor are they a complete statement of the securities, markets or developments referred to herein. Recipients should not
regard the materials as a substitute for the exercise of their own judgement. Any opinions are subject to change without notice and
may differ or be contrary to opinions expressed by other business areas or groups of GIB as a result of using different assumptions
and criteria. GIB is not under any obligation to update or keep current the information contained herein.

The value of, and income from, your investments may vary because of changes in interest rates or foreign exchange rates, securities
prices or market indexes, operational or financial conditions of companies or other factors. Past performance is not necessarily a
guide to future performance. Estimates of future performance are based on assumptions that may not be realised.

The information contained in this report is just for informational purposes. Information does not constitute a solicitation, an
offer, or a recommendation to buy or sell any investment instruments, to effect any transactions, or to conclude any legal act of
any kind whatsoever. GIB does not intend to provide investment, legal or tax advice through this report and does not represent that
any securities or services discussed are suitable for any investor. When making a decision about your investments and business, you
should seek the advice of professional advisors.

The report may contain statements that constitute "forward looking statements". While these forward looking statements may
represent GIB’s judgment and future expectations, a number of risks, uncertainties and other important factors could cause actual
developments and results to differ materially from GIB’s expectations. GIB is under no obligation to (and expressly disclaims any

such obligation to) update or alter its forward-looking statements whether as a result of new information, future events, or
otherwise. The historical information is provided for information purposes only. Performance figures are calculated before tax (if
any) and after deducting ongoing fees and expenses. The performance figures are historical and past performance is not necessarily
an indication of future results. Certain amounts (including %ages) included in this document may have been subject to rounding
adjustments. Accordingly, figures may not be an exact arithmetic aggregation of the figures to which they relate. The values and
forecasts shown represent our current indicative valuations and forecasts of the relevant transactions, currencies, interest rates,
commodities or securities as at the date shown. Any value or forecast shown herein is not an indicative price quotation. We
expressly disclaim any responsibility for the accuracy of the values or forecasts shown, any errors or omissions in the report

With the exception of information regarding GIB and save as otherwise specifically indicated, the information set out in this report
is based on public information. We have, where possible, indicated the primary source of information. We strongly recommend the
recipients consult the primary source of information. Facts and views in this report have not been reviewed by, and may not reflect
information known to, professionals in other GIB business areas.

This Report, and the information contained herein (save to the extent that such information is publicly available) is confidential
and may not be disclosed by you to any other person outside of your organization without our consent.

GIB retains all right, title and interest (including copyrights, trademarks, patents, as well as any other intellectual property or
other right) in all information and content (including all text, data, graphics and logos) in this document. All recipients must
not, without limitation, modify, copy, transmit, distribute, display, perform, reproduce, publish, license, frame, create derivative
works from, transfer or otherwise use in any other way for commercial or public purposes in whole or in part any information, text,
graphics, images from this document (excluding publicly available information) without the prior written permission of GIB.




